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OATH OR AFFIRMATION

I, MARK HAMBY , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

KMS FINANCIAL SERVICES, INC. , as
of _ DECEMBER 31 ,20 07 , are true and correct. [ further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

NONE

(/ Signature
A : PRESIDENT, CEO
tu300 '/ﬂ"""‘c Sepanendite 7

:_11/__‘ I,@chiﬁ-f 2720 :_..:-‘;:' —.‘.:‘.éf-lfr_iiifggo"n,',
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S Ei’g-.‘%}"’a

. TN A /)
Notary Public E:g 8@‘&0“.9? ’%“:;n ;2
This report ** contains (check all applicable boxes): ;o = é
(a) Facing Page. '90:\ Pup\C c-)?_:
(b) Statement of Financial Condition. W, 2000
(c) Statement of Income (Loss). “n, OF """" :;\\‘k_..:-"
() Statement of GREFEFETRERGHKESRUAIFE cash Elows i/l WAST o

3

&

B

&

& (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

O () Statement of Changes in Liabilities Subordinated to Claims of Creditors.

& (g) Computation of Net Capital.

O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

() A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financia! Condition with respect to methods of
consolidation.

& (1) An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

O (n) Areport describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

K (o) Independent auditor's report on internal control.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).



HAGELIN & ASSOCIATES
CERTIFIED PUBLIC ACCOUNTANTS
2200 Sixth Avenue, Suite 430
Seattle, WA 98121-1845

(206) 441-7100
FAX (206) 441-5804

INDEPENDENT AUDITOR'S REPORT

Board of Directors
KMS Financial Services, Inc.

We have audited the accompanying statement of financial condition of
KMS Financial Services, Inc. as of December 31, 2007, and the
related statements of income, stockholders' equity, and cash flows
for the year then ended. These financial statements are the
responsibility of the Company's management. Our responsibility is
to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with auditing standards
generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of KMS
Financial Services, Inc. as of December 31, 2007, and the results of
its operations and its cash flows for the year then ended in
conformity with United States of America generally accepted

accounting principles. \\J\ g CI ! ' ?

Seattle, Washington

February 25, 2008



L KMS FINANCIAL SERVICES, INC.
' STATEMENT OF FINANCIAL CONDITION
' December 31, 2007

® ASSETS
Cash and cash equivalents

Commissions receivable, net of allowance
for doubtful accounts

® Investments in common stocks and U.S.
Treasury Notes, at market value
Prepaid expenses and other receivables
Advances to registered representatives
Deposgits with clearing organizations

® . . .
Office equipment and fine art at cost,
net of accumulated depreciation
of $691,108
Deferred Federal income tax asset
®

Accounts payable
® Commissions payable
Payable to customers
Profit sharing contribution payable

|
|
I ARILITIES AND STOCKHOLDERS' E
|
|
|
|

Accrued expenses
Federal and state income taxes currently payable
® Supplemental retirement payable

Commitments and contingent liabilities

Stockholders' equity:

e Common stock - no par value:
Authorized - 50,000 shares, issued
and outstanding - 12,052 shares

Retained earnings
®

®

See notes to financial statements.

9 -5

$ 7,004,472

2,660,972

779,328
89,2289
31,645

140,000

162,760
255,000

$11,123,406

$

706,933

2,154,861

55,061
700,402

93,455
15,336
616,666

4,342,714

234,626

6,546,066

6,780,692

$11,123,406




KMS FINANCIAL SERVICES, INC,.
STATEMENT OF INCOME
For the year ended December 31, 2007

REVENUES
Commissions $59,405, 346
Interest income 269,342
Other income 2,710,635
Total revenues 62,385,323
EXPENSES .
Commission expense 54,282,671
Salaries 3,396,510
Supplemental executive retirement 14,172
Payroll taxes 216,216
Employee benefits 188,650
Profit sharing plan expense 700,402
Rent 167,076
Promotion, entertainment and sales expense 48,873
Office expenses 97,844
Telephone 12,606
Research and sundry 557,483
Data processing 71,113
Repairs and maintenance 23,206
Professional fees 286,975
Busginess taxes 326,763
Registration fees and expenses 116,201
Insurance 25,535
Interest 114
Dues and subscriptions 8,573
Miscellaneous 60,879
Depreciation and amortization 126,452
Total expenses 60,728,314
INCOME BEFORE INCOME TAXES 1,657,009
PROVISION FOR INCOME TAXES 520,695
NET INCOME S 1,136,314

See notes to financial statements.
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KMS FINANCIAL SERVICES, INC.
STATEMENT OF STOCKHOLDERS' EQUITY
For the year ended December 31, 2007

Common Stock Retained
Shares Dollars Earnings .

Balance - December 31, 2006 12,582 $244,901 §5,880,748
(Redemption) and cancellation of

common shares (530) (10,275) (470,996)
Net income for the year - 1,138,314
Balance - December 31, 2007 12,052 $5234,626 $6,546,066

See notes to financial statements.
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KMS FINANCIAL SERVICES, INC,
STATEMENT OF CASH FLOWS

For the year ended December 31, 2007

Increase (Decrease) in Cash and Cash Equivalents

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustment to reconcile net income
to net cash provided by operating
activities:
Depreciation and amortization

{Increase) decrease in:
Commissions receivable
Investments
Prepaid expenses and other receivables

Advances to registered representatives
Deferred Federal income tax asset

Increase (decrease) in:
Accounts payable
Commissions payable
Payable to customers

Accrued expenses
Federal and state income taxes payable
Supplemental retirement payable

NET CASH FLOWS FRCM OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of office equipment and fine art
NET CASH FLOWS (USED IN) INVESTING ACTIVITIES
CASH FLOWS FROM FINANCING ACTIVITIES
Redemption and cancellation of shares
NET CASH FLOWS (USED IN) FINANCING ACTIVITIES
NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT END OF YEAR

See notes to financial statements.
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$1,136,314

126,452

{185,777)
121,608
20,069

(4,645)
(10,000)

205,470
135,127
(53,947)

183,096
14,336
(45,828)

1,642,275

(149,452)

(149, 452)

(481,271)

(481,271)

1,011,552

5,992,920

87,004,472




KMS FINANCIAL SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS

1. THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

THE COMPANY - The Company is a Financial Industry Regulatory
Authority Registered Broker and Dealer, Securities and Exchange
Commission registered investment advisor, and insurance general
agent offering securities, investment advisory services and
ingurance products through independent contractor agents (registered
representatives and investment advisory representatives) in the
Western United States. Commission revenues are generated
predominantly from the sale of mutual fund shares, general
securities and variable annuities. Investment advisory revenues are
generated primarily through offering investment advisory services
based con a percentage of assets under advisory contracts.

INCOME RECOGNITION - Securities transactions and the commission
revenue and expense are recorded in the accounts on a trade date
basis. Investment advisory fees are received quarterly but are
recognized as earned on a pro rata basis over the term of the
agreement.

INCOME TAXES - Deferred Federal income taxes are provided when
income, related to carrying investments at market value, and
expenses, principally supplemental executive retirement program
expenses accrued for financial statement purposes not deductible for
tax purposes until paid, are recognized in different years for tax
and financial statement purposes. Deferred tax expenses or benefits
are recognized in the financial statements for the changes in the
deferred tax liabilities or assets between years. No valuation
allowances have been recorded to offset deferred tax assets recorded
by the Company.

FIXED ASSETS AND DEPRECIATION - Office equipment and fine art are
stated at cost. Office equipment is depreciated over its estimated
economic life, ranging from three to seven years and is computed on
the straight-line and accelerated methods. Fine art is depreciated
on the straight-line method over its estimated economic lives of
twenty to fifty years.

INVESTMENTS - Investments in common stocks, mutual funds and U.S.
Treasury Notes are carried at fair market value based upon quoted
market prices.

ESTIMATES AND ASSUMPTIONS - Management uses estimates and

assumptions in preparing financial statements. Those estimates and
assumptions affect the reported amounts of assets and liabilities,
the disclosure of contingent assets and liabilities, and the
reported revenues and expenses.



KMS FINANCIAL SERVICES, INC.
NOTES TQO FINANCIAL STATEMENTS
(continued)

1. THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
{(continued)

FAIR VALUE OF FINANCIAL INSTRUMENTS - The carrying value of cash,
receivables and accounts payable approximate fair value due to the
short maturity of these instruments. None of the financial
instruments are held for trading purposes.

2. CASH AND CASH EQUIVALENTS

The Company considers cash and cash equivalents to include cash and
those short-term, highly liquid investments with original maturities
of three months or less.

Cash and cash equivalents at December 31, 2007 consist of the
following:

General funds s 69,264
Cash segregated in compliance with
Federal and other regulations 116,925

Cash segregated in compliance with
agreements with registered

representatives (Note 5) 298,030
Investments in money market funds 6,520,253
$7,004,472

Supplemental disclosures for the statement of cash flows include
cash paid during the year for:

Interest S 114
Income taxes (Note 6) 5448,577

3. NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission
Uniform Net Capital Rule (Rule 15¢3-1), which requires the
maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not
exceed 15 to 1.

At December 31, 2007, the Company had net capital of $5,515,160 and
net capital required under the Rule was $289,514. The aggregate
indebtedness to net capital ratio was 0.79 to 1.

The net capital rules may effectively restrict the payment of cash

dividends.

-10-




KMS FINANCIAL SERVICES, INC.
NCTES TO FINANCIAL STATEMENTS
(continued)

4. SUPPLEMENTAL EXECUTIVE RETIREMENT PROGRAM

The Company maintains a supplemental executive retirement program
covering an employee that provided for monthly benefits of $5,000
commencing in 1998. The Company's policy is to not fund the
liability. The unfunded accumulated benefit obligation is reflected
in the accompanying financial statements as supplemental retirement
payable.

5. COMMITMENTS

The Company leases office premises and equipment under noncancelable
operating leases. The Company is obligated under an equipment lease
for rental payments covering office supplies provided under the
operating lease. The following is a schedule by years of future
minimum rental payments required under operating leases that have
initial or remaining noncancelable lease terms in excess of one year
as of December 31, 2007:

Year ending December 31,

2008 $ 160,800
2009 165,408
2010 174,084
2011 179,100
2012 176,556
Thereafter 322,365
Total minimum payments required $1,178,313

The Company's rental expense, under operating leases, was $167,076
during 2007.

The Company has received payments from registered representatives,
and maintains the funds to supplement professional liability
insurance programs as necessary. The Company, and appointed
registered representatives are responsible for administration of
funds.

The Company 1is obligated to purchase, from certain stockholder's
estates, the estate's common stock at a purchase price per share
determined by formula. Additionally, the Company is obligated to
purchase shares from certain terminated employees.

The Company maintains life insurance on certain stockholders.
Proceeds from these life insurance policies are to be used to redeem
common stock from the estate, with balances generally payable over
five years at prime rates plus one percent.

-11-



KMS FINANCIAL SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
{continued)

6. INCOME TAXES

The Company’s deferred taxes consist of the following:

Deferred tax assets $270,000
Deferred tax liabilities 15,000
Valuation allowance -

$255,000

The Company's provision for income taxes consists of the following
components:

Currently payable:

Federal $501,807
State 28,888

Deferred tax (benefit):
Federal (10,000)
$520,695

The Company's deferred Federal tax asset represents the tax effects
of deductible temporary differences in reporting compensation and
retirement benefits under terms of the supplemental executive
retirement program covering an officer, and certain accrued expenses
not deductible for income tax purposes until paid.

The Company's deferred Federal income tax payable represent the tax
effects of taxable temporary differences in carrying investments in
common stocks and U.S. Treasury Notes at fair market value for
financial presentation purposes. The net deferred Federal income
tax asset includes the asset, net of the payable.

The Company's provision for income taxes differs from applying the
statutory U.S. Federal income tax rate to income before income
taxes. The primary differences arise from providing for state
income taxes, and nontaxable municipal interest income.

-12-



KMS FINANCIAL SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
(continued)

7. EMPLOYEE PENSION AND PROFIT SHARING PLAN

The Company's employees are participants in a pension and profit
sharing plan revised effective January 1, 2002. The plan covers
substantially all of the Company's employees.

The plan is a 401 (k) plan where the employees may elect to make
voluntary contributions pursuant to a salary reduction agreement.
The Company is obligated for minimum contributions, and may elect to
make additional discretionary contributions determined by the Board
of Directors. Contributions cannot exceed twenty five percent of
compensation. Contributions of $700,402 (including $95,653 of
required minimum contributions) were authorized by the Board of
Directors for 2007. The Company is obligated for contributions to
the pensicn plan of three percent of eligible compensation, as
defined, on an annual basis. The Company funds plan contributions
as incurred.

8. CONTINGENT LIABILITIES

The Company maintains its cash accounts in one commercial bank
located in Seattle, Washington. The total cash balances are secured
by the Federal Deposit Insurance Corporation up to $100,000.
Additionally, investments in money market funds are not secured.

The Company is involved in various legal actions and claims arising
in the normal course of business. After taking into consideration
legal counsel's evaluation of such actions, management is of the
opinion that their outcome will not result in any material adverse
effect on the Company‘’s financial position.

-13-



HAGELIN & ASSOCIATES
CERTIFIED PUBLIC ACCOUNTANTS
2200 Sixth Avenue, Suite 430
Seattle, WA 98121-1845

(206) 441-7100
FAX (206) 441-5804

INDEPENDENT AUDITOR'S REPORT ON
SUPPLEMENTARY INFORMATION REQUIRED BY RULE 17a-5 OF THE
SECURITIES AND EXCHANGE COMMISSION

Board of Directors
KMS Financial Services, Inc.

We have audited the accompanying financial statements of KMS
Financial Services, Inc. as of and for the year ended December 31,
2007, and have issued our report thereon dated February 25, 2008.
Our audit was conducted for the purpose of forming an opinion on
the basic financial statements taken as a whole. The information
contained in pages 15 - 25 is presented for purposes of additional
analysis and is not a required part of the basic financial
statements, but is supplementary information required by Rule 17a-
5 of the Securities and Exchange Commission. Such information has
been subjected to the United States of America auditing procedures
applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to
the basic financial statements taken as a whole,

'NOL%QQM O et itz

Seattle, Washington

February 25, 2008

-14-
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

BROKER OR DEALER KMS FINANCIAL SERVICES, INC. N 3 'IDU]
' LIl
STATEMENT QF FINANCIAL CONDITION FOR NONCARRYING, NONCLEARING AND
CERTAIN OTHER BROKERS OR DEALERS
as of (MM/DD/YY) _ 12/31/07 &
SECFILEND, 8-15433 8t ;
Consohdated 155
Unconsolidate x | [ T9%
Allowable Non-Allowalle Total
LT 7 1 $ 186,189 750 $ 186,189 [7577]
2. Receivables from brokers or dealers:
A, Clearance aCCOUNt ... vecnniisssmressiirisenee 3 205
B. Othel .ot 2,154,861 (300 | § 506,111 {g5g 2,660,972 810
3. Receivable from noR-CUSIOMENS .......cc.cooovermmmerereenren 355 120,874 | 600 | % 120,874 (830
4. Securities and spot commodities
owned at market value:
A Exempted SECUMYES .o 418
B. Debt securities ... 7,540,158 41§
C. Options....... 4
D. Other securit 57,453 | 424
E. SPOt COMMOCIES ..oervr e 430 7,537,611 [g5p ]
§. Securities and/or other investments
not readily marketable:
A. Atcosty $ 130
B. Atestimated fair value . ..o 440 610 | 850]
6. Securities borrowed under subordination
agreernents and partners” individual and capital
securities accounts, at market value: 460 l 630 l 880-}
A. Exempted
securities $ 150
B. Other
securities $ 160
7. Secured demand NOS: c.v.ove.eeeeeceeereeeessennereseensenens 470 | 640 ] ] 8901
Market value of collateral:
A, Exempled
securities $ [ 170 |
8. Other
secuwities § 180
8. Memberships in exchanges:
A. Qwned, at
market § 190
B. Owned, 8GOSt ..t e, 650
G. Contributed for use of the company, at
MAKEE VAL ..o svssrs s % 660 f 900]
9. Investment in and receivables from affiliates,
subsidiaries and associated partnerships .......oovevervrrins 480 670 I 910 ]
10. Property, furiture, equipment, leasehold
improvements and rights under lease agreements,
at cost-net of accumulated depreciation and
amortization 490 162,760 680 |4 162,760 [ 820
11, Other a5SeLS cuvvrvnrervvecrerrissersscne. 140, 000 535 255,000 735 355,000 930
12, TOTAL ASSETS 10,078,661 540 | § 1,044,745 740 | § 11,123,406 gag
OMIT PENNIES

SEC 1696 (02-03) 3 of 16
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART lIA
BROKER OR DEALER  KMS FINANCIAL SERVICES, INC asof 12/31/07
STATEMENT OF FINANCIAL CONDITION FOR NONCARRYING, NONCLEARING AND
CERTAIN OTHER BROKERS OR DEALERS
LIABILITIES AND OWNERSHIP EQUITY
Al Non-A.l
Liabil Liabilities Liabilities Iotal
13. Bank (0ans Payable .............ceemmcresmeseriomneesreneees $ [1045] s 12558, $ [1470
14. Payable to brokers or dealers:
A, Clearance acCount .........cooveeereeeecverereeecesrenes 1114 1315 1560
8. OhET e "o 2,154,861 [1116 1305 2,154,861 | 1540
15, Payable to nON-CUSIOMETS .eoerverrrrrrrnnsssresiarns 55,061 [1155 1355 55,061 {1610
16. Securities sold not yet purchased,
AL MAMKE VAU .o oo e [1360) [1620]
17. Accounts payable, agcrued liabilities,
EXPENSES AND BEF .....ee.eeeerevseeare e esceeres 2,132,792 1205] [1385] 2,132,752 [1683)
18. Notes and mortgages payable:
A UNSBOUIED ... v rssssrnsss s 1210 1690
B. SBCURED ..ovcovrs v ererseressencenrerenceseneessssosssssnsses 1211, [1330] %, 1760
19, E. Liabilities subordinated to ¢laims
of general creditors:
A, Cash bOmowings: .........cccouerieervverreesererssirenns [1400] [1710]
1. from outsidersy $ 570]
2. inchedes equity subordination (15¢3-1{d
o ... $ &
B. Securities borrowings, at market vafue ........... [1470] [1720)]
from outsiders $ 990
C. Pursuant to secured demand note
collateral agreements ....o.vevveevrverereeeereese e [1a20 1730
1. from outsiders $ 1000
2. includes equity subordination (15c3-1(d)}
of... $ 1010
D. Exchange memberships contributed for
use of company, at market value ........................ [1430] [1740]
E. Accounts and other borrowings not
qualified for net capital pUrPOSES ..ecvvvecervecrrivnsass 1220 1440 1750
20. TOTAL LABILITIES .o $ 4,342, 71411230) § 1450) $ 4,342, 71417160
Qwnershig Equity
21. Sole Proprietorship .........ccovvsvcrmeeccscsmesserenieneresinnins 1770
22. Partnership (limited partners) ....oou.evvecervermnreeerreesrinn 178
23. Corporation:
A, Preferred SCK ...t 1791
B. Gommon stock 234,626/1797,
C. Additional paid-in Capital ... rrrmesiirrssssssesseemesrnens 1793
D. Retained eamings ........ . 6,546, 066|179
R 1 DO €.780.632 4795
F. Less capital stock in treasury ...... 1796
24. TOTAL OWNERSHIP EQUITY woovvveveeevene 6,780,692 1300
25. TOTAL LIABILITIES AND OWNERSHIP EQUITY ...... 11,123,406 1810
OMIT PENNIES

SEC 1696 (02-03) 5 of 16
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART IIA

BROKER OR DEALER K¥MS FINANCIAL SERVICES, INC.

asof 12/31/07

COMPUTATION OF NET CAPITAL

1. Total awnership equity from Statement of FINANCIal CONGIION ..............cooiecvueiimesecreseresserores sssssssessessssmssssssasesssrssssessssssrmssssnsesanssonn $ 6,780,692 fa4p
2. Deduct ownership equity not altowable for Net Capital Tl )| 3490
3. Tota! ownership equity QUALITIED FOr NEL CAPILAL ...............ooceeeersereeeseessseessessmsesecnsms sesssas s esasemssssssas esnssesmsssanssesessessanssebmssmsstsosanassasn 6,780,6592(3500
4. Adg:
A. Liabilities subordinated to claims of general creditors allowable in compuiatton of net capnal ...................................................... 3529
B. Other (deductions) or allowable credits (List) ... SOOI 3525
5. Total capital and afiowable subordinated liabilities ... . $ 6,780,692 {3530
6. Deductions and/or charges:
A. Total non-allowable assets from v
Statement of Financial Condition (Notes B and C) ........cccevvvmrreremsreeererereessseermseesnsseneens s 1,044,745]3540
B. Secured demand note deRGUENCY ....coovvevvevveee e . 3590
C. Commodity futures contracts and spot commodities -
proprietary ¢apital CRAMJES .........oovueeecrirsssieesesssssrsssssrssssesssssassasienns 3600
D. Other deductions and/or CATGES ............oooesveeeerevessrrer s 3610) | 1,044,745 )| 3620
7. Dther additions and/0r AHOWADIE CIEUIS (LISH) ....eveveeersererisisererersissseresressesesismmsessoresasssnensrusesssssssssssssses seeesessasaees et anasassenes s massasns 3630
8. Net capital before haircuts on securities positions.............. O 1 5,735,947 | 3640
9. Haircuts on securities (computed, where applicable, pursuam to 15c3 1(f)):
A. Contractual securities commitrments 3660
B. Subordinated securities borrowings 3670
C. Trading and investment securities:
1. EXMPLB SECUMLES .........oovoeestcct it acamse s erssss s ssae s srsss st seemscrrsssssmens e stans T 3735
2. Debt securities ....... 153,432[3733
3. Dplions ..... 3730
4. Other securities . 8,618]3734
D. Undue CONCENIAton ......co..ooeveeeevevrreeeeercsomnrermsensee i 58,737/ 3660
E. OHEF (LIS oooeomercmeomsmos oo e 73| | 220, 787_)[3740)
B0 NEE GAPHED 1o nssess st e85 et e e e st eS8 et e et e $ 5,515,160 [a750}
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART lIA
BROKER OR DEALER KMS FINANCIAL SERVICES, INC. asof 12/31/07
COMPUTATION OF NET CAPITAL REQUIREMENT

PartA
11, Minimum net Capital FEQUIEY (B, OF N8 19) .evvvvisrss oot ssmisess oo et $ 289, 514375
12. Minimurm dollar net capital requirement of reporting broker or dealer and minimum net capital requirement

of subsidiaries computed in accordance with Note (A} ....ooeeeevveeevrevvene eereeae SR SRRt e A A b b b e $ 250, 000] 3758
13. Net capital raquirement (Qreter OF N8 11 0 12) wooeeri et cee s emae et s sssssbbssssesssess vesoras s ebssssperensamarsnssr s sranssesese s 289,514[ 3760
14. Excess net capital (line 10 fess 13)..... . . § 5,225,646 3770
15. Excess net capital at 1000% {fine 10 less 10% of ling 19} ...... RSO - 3. 5,080,889) 3780

COMPUTATION OF AGGREGATE INDEBTEDNESS

16. Tota! A.l. liabilities from Statement of FINNCIal COMBIION..........ccccc.o.mm..ooesersssssssssesssssnesteersesssrmeeosseeessessssseesoseesseessenssmrssest et $ 4,342,714 [3790]
17. Add:

A. Drafts for immediate credit .. - SOOI 1 1. [3800])

B. Warket value of secunities burmwed Inr which nu equwalen‘l vaiue

is paid or credited... LA b S e e e g s h s e et s s ans 3810

C. Other unrecorded amuunts (Llst) .................................................... o $ $ 3830
18. TOL2) AQQTEHALE INEEDRBUNESS - oo eeeseeceseececc s rrers e rssn s st batonetes e romae e s S521 b4 SBmet bt sememe et smmeesomeemneesseesranseseesreeeseeessesemensresoeee $ 4,342,714 3847
19. Percentage of aggregate indebtedness to net capnal (Ime 18 + by line 10) . % .79 TO 13859
20. Percentage of debt to debt-equity total computed in accordance with Rule 15631 (0] crerrreervsvnussnenessssssssatss e neemeesoseeseeneoseesees ettt % N/A 3860

COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT

Part B

21. 2% of combined aggregate debit itemns as shown in Formula for Reserve Requirements pursuant to Rule 15¢3-3
prepared as of the date of the net capital computation including both brokers or dealers and consolidated subsidiaries’ debits........... $ N/A 3g7d|

22. Minimum dollar net capital requirement of reporting broker or dealer and minimum net capnal requnrement of

subsidiaries computed in accordance with Note (A) 3880
23. Net capital requirement {greater of ine 21 or 22) .., 3760
24, Excess caPItal (N8 TOBSS 23) .t e s s rss s sass s e ot sera 352 A B bt bt b em s e seee st e eaee R 309110
25, Net capital in excess of the greater of:

A. 5% of combined aggregate debit tBmMS ar $120,000 ... reresieresseissssssiemstecesmmseesoomseesseesesseesesseseseesss s et mmsesrenee $ [ 393]]

NOTES:

{A) The minimum net capital requirement should be computed by adding the minimum dollar net capital requirement of the reporting broker dealer and, for each

subsidiary to be consolidated, the greater of:
1. Minimum dollar net capital requirement , or
2. 6%% of apgregate indebtedness or 4% of aggregate debits if attemative methad is used.

(B) Do not deduct the value of securities borrowed under subardination agreements or secured demand note covered by subordination agreements not in satisfactory form
and the market values of memberships in exchanges confributed for use of company (contra to #em 1740) and pariners' securities which were included in non-allowable
assets.

{C) For reports filed pursuant 1o paragraph (d) of Rute 17a-5, respondent should provide a list of material non-ailowable assets.

SEC 1696 (02-03) 9 of 16
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART IIA

BROKER OR DEALER KMS FINANCIAL SERVICES, INC.

For the period (MMDDYY) fron%, 010107 [3G3%t0 123107 3033
Number of months included in this statement 12 3931
STATEMENT OF INCOME (LOSS)
REVENUE
1.
. Commissions on transactions in exchange listed equity securities exectted 0N an BXCRANGE ..........cvcverrerrermreesmrsssssssermmsssnerns $ 1,528,405 (3935
b. Commissions on listed option transactions % 3938
. All other SECUrities COMMISSIONS .............oeeceerersceeseeeeneececsresnsas resn 14,504,749] 3038
d. Total securities COMMISSIONS ..e..ovvceecereeeerrreeceeaesveiens 3940
2. Gains or losses on finm securities trading accounts
From market making in options on a natianal SECUMHES BXCRANGE ...........e- vcceceermrrerssmsssarestsssssssssssssrasssrsssssmssssarassasnssspamaresesen 3945
b, From all OEr trA0INQ ....eeeecee et venrr s crnnsscormss s ss s es s siar s s s sea s st ana s rrnn 3543
L [51 011 (11 U 3950
3. Gains or losses on fimm seCurities iNVESIMENE AGCOUMS ..-v...vrvuemrrssrsssess e e eceraseaseesassmsasessnaee 37,359] 3952
4. Profit (loss) from underwriting ang SEHING GFOUDS .......cccoerrevrmmmrsreseassssessssmrecesmssoeressseccsmrecaneseessmeacsmresassmeesssessoscesaseserssssassrssseasises 38 3953
5. Revenue from sale of investment company shares .. . 26,757,901 1 3070
6. Commodities revenue .. - 3599
7. Fees for account supems:on |nvestment advusury O 16,152,8357 39735
B, OHNBI TEVBIUS «.vvvvevseenreesiresssesemssseressssnastmssasbatnsseses s smssssssas sossassassssssas e ssssssebtsbas bt sass sabasseans 2,964,070 3995
B, TOMA TBVBIIUB ....ovvrvovecersseevee sconasrsvrrasensasstossssssasesssssensbasebas s bassesses sseasemsesseat £404 5P EASRRR S8 E01 R Ao RS AP AR A bARbAA 4 bmam et e smssaner R e $ 62,385,323 (4030
EXPENSES
10. Salaries and other employment costs for general partners and voting StockNOIAEF OFHEEIS ...ovv.oovvoorvcveoesesoeeomeeess e sseesstens 2,605,355 2179
11. Other employee compensation and benefits 1,886,781{4115
12. Commissions paid to other broker-dealers ............... 4140
T3, INLEFBSY BXPBNSE ........ooeeesrrrenssrevsnrermeeseenes s smsessesesesssesssbmssstosssmeasssensasessnsaresen 114 [4075
Includes interest on accounts subject to subordination agreements ..............
14, Regulatory f6es and BXPRNSES .....oovervovvveeeveeeessesenes st et seserees 116,201 [ 4195
15. Other expenses ........... 56,148,551 4100
TB. TOUAI BXPENSES .orvv.eveocesessisssesssssssssssasasseesemsasssssses s setssassases senas sesssases 41e0mers o Feves o458 45554 82 2 e SRR 2 b st s ek e samti e be AR e $ 60,757,202 | 4200
NET INCOME
17. Income (loss) before Federal income taxes and Items below (Item 9 1855 HEM 16} .uuvvviieessisrnrcornssiss s rsessteesseesesnsnssemssssenssssses 9 1,628,121 [4211)
18. Provision for Federal income taxes {far pargnt only) ........coemmeeesvesrevssesesieieee . 491,807 |4220
19, Equity in eamings (losses) of unconsolidated subsidiaries not included 2bOVe ..ovevervveerveeerieensiernvenee 4222
A, After Federal inCOME T3XBS O ..o e ceeeeeeeemcesae e caesso s rsnsess peens st emses smseesnssssesesananes
20. Extraordinary gains (I0SS€S) v...... [4224]
After Federal income (axes of .........ocoeevun.
21. Gumulative etfect of changes in accounting principles .. [4524]
22. Netincome (loss) after Federal income taxes and extraordinary nems s 1,136,314 |4230
MONKTHLY INCOME
23. Income (current month only) before provision for Federal income taxes and extraordinary items ........... $ N/R [4217]
SEC 1696 (02-03) 11 of 16
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART lIA

BROKER OR DEALER KMS FINANCIAL SERVICES, INC.

For the period (MMDODYY) from 010107 to 123107
STATEMENT OF CHANGES IN OWNERSHIP EQUITY
{SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION)
. Balance, DEQINNING OF PEAOM .....cvm e e et et b b st b enm b pa st bbb rp s bbbt ss B 6,125,649 [4240
A, NetinCOme {I05S) ......vveevevrecrsrmssrenens Cerrates s R e e LA RS AR AR O EAR B RO e RRa AR bSO R R R AR AT 1,136,314 |4250
B. Additions (Inciudes non-conforming capital of ........... oo $ 4262 1) 4260
C. Deductions (Includes non-conforming capital of ... S $ NONE _ [4272]) {481,271)]4270
2. Balance, end of period (From iteM 1800 ......crvieonirrccsmrcnss it sssmsssssessssssssssssssessessassssssmenssssmasssassssssassssensssnssssnssssasensesss 9 6,780,632 [755p]
STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITORS
. Balance, beginning of period "% ] N/A 4300
A INCreases..........ovvennn 4310
B, DBEMEASES ...oooeeeerervee et eesssssss st beassessss e smas s sasnron 4320
. Balance, end of period (From itemM 3520) ..co...ovevceernreeecerensireesseresssses bt sabateerarenm et seeee e et seemreon $ N/A 4330)
OMIT PENNIES
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART IIA

BROKER OR DEALER KMS FINANCIAL SERVICES, INC. asof 12/31/07

24. It an exemption from Rule 15¢3-1 is claimed, identify below the section upon which such exemption is based (check one only)

Ao (K)(1) — $2.500 capital category a5 PEr RUIE 1803-1 o s sssss bbbt s s s bt ssbas et e ba e 4550
B. (K)}{2)(A) — “Special Account for the Exclusive Benefit of custamers” MAIMAINED ... cerresreenr s iessr st s sesarssssass s sses 4560
C. (kH2)(B) — All customer transactions cleared through another broker-dealer on a fully disclosed basis.

Name of clearing firmy, PERSHING, LLC Iﬁ‘ X 3570
D. (k)3) — Exempted by order of the Commission (include copy of letter . 4580

EXEMPTIVE PROVISION UNDER RULE 15¢3-3

CLEARING FIRM SEC#: B-17574

Ownership Equity and Subordinated Liabilities maturing or proposed to be withdrawn within the next six months
and accruals, (as defined below), which have not been deducted in the computation of Net Capital.

Type of Proposed Amount to be
Withdrawal or Withdrawn {cash (MMDDYY) Expect
Accrual Insider ar amount and/or Net Withdrawal or to
(See below Outsider? Capital Value of Maturity Renew
for code ) Name of Lender or Contributor {In or Out) Securities) Date {Yes or No)
T 4600] [4601) [4602 [4603 3504 [460%]
%W 4610 3611] 4612 4613] [4614 461%]
Y ldﬁZDl |4521] 14622| |4523i [4524| |4 25]
" ]4630 4631! f4532] 4633| |4534 4535|
%5 |4640 14641 4642[ |4643 4644 I4545]
Total $% {4699]
OMIT PENNIES
Instructions: Detail Listing must include tha total of items maturing during the six month period following the report date, regardless of whether or not the capital contribution is
expected to be renswed. The schedule must also include proposed capital withdrawals scheduled within the six month period following the report date including
the proposed redemption of stock and anticipated accruals which would cause a reduction of Net Capital. These anticipated accruals would include amounts of
bonuses, partners’ drawing accounts, taxes, and interest on capital, voluniary contributions to pension or profit sharing plans, etc., which have not been deducted
in the computation of Net Capital, but which you anticipate will be paid within the next six months.
WITHDRAWAL CODE: DESCRIPTIONS
1. Equity Cagital
2. Subordinated Liabilities
3 Accruals

SEC 1696 (02-03) 15 of 1€
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KMS FINANCIAL SERVICES, INC.

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION
December 31, 2007

NET CAPITAL
Total stockholder's equity qualified
for net capital
Deductions and/or charges:
A. DNon-allowable assets
Property, furniture, equipment and
leasehold improvements (net of

accumulated depreciation) S162,760

Receivable from brokers or dealers, other
Other receivables and prepaid expenses
Advances to registered representatives

Net capital before haircuts on securities positions

Haircuts on securities (computed, where
applicable, pursuant to Rule 15¢3-1(f}):
C. Trading and investment securities

2. Debt securities
4. Other securities
D. ©Undue Concentration
Net capital

AGGREGATE INDEBTEDNESS

Items included in statement of financial condition
Payable to brokers or dealers
Accounts payable
Accrued expenses and other liabilities
Commissions payable
Deferred retirement payable

Total aggregate indebtedness

COMPUTATION OF BASIS NET CAPITAL REQUIREMENT
Minimum net capital required

Minimum dollar net capital required of
reporting broker or dealer

Excess net capital
Excess net capital at 1000%

Ratio: Aggregate indebtedness to net capital

-24-

$6,780,692

1,044,745
5,735,947

153,432
8,618
58,737

$5,515,160

$ 55,061
706,933
809,193

2,154,861
616,665

54,342,714

$289,514




KMS FINANCIAI SERVICES, INC.
COMPUTATICON OF NET CAPITAL UNDER RULE 15c¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION
(Continued)
December 31, 2007

RECCNCILIATION WITH COMPANY'S COMPUTATION
(included in Part IIA of Form X-17A-5 as

of December 31, 2007)

Net capital, as reported in Company's Part IIA

(Unaudited} FOCUS report $5,556,212
Audit adjustments increasing (decreasing) assets

Prepaid expenses 10,000

Audit adjustments (increasing) nonallowable assets (10,000)

Audit adjustments decreasing
Trade accounts payable
Accrued expenses and other

Audit adjustments (increasing)

Budit adjustments (increasing)
Undue Concentration

Net capital as computed per this

-25-

(increasing) A.I. Liabilities

(48,042)

liabilities 22,528

Haircuts on securities (15,512)
Haircuts on

(26)

schedule $5,515,160




HAGELIN & ASSOCIATES
CERTIFIED PUBLIC ACCOUNTANTS
2200 Sixth Avenue, Suite 430
Seattle, WA 98121-1845

(206) 441-7100
FAX (206) 441-5804

INDEPENDENT AUDITOR'S REPORT ON INTERNAL
CONTROL REQUIRED BY RULE 17a-5 OF THE
SECURITIES AND EXCHANGE COMMISSION

Board of Directors
KMS Financial Services, Inc.

We have audited the financial statements of KMS Financial Services,
Inc. as of and for the year ended December 31, 2007, and have issued
our report thereon dated February 25, 2008. 1In planning and
performing our audit of the financial statements and supplemental
schedules of KMS Financial Services, Inc. for the year ended
December 31, 2007, we considered its internal control in order to
determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on
internal control.

Also, as required by Rule 17a-5{g) (1) of the Securities and Exchange
Commission, we have made a study of the practices and procedures
(including tests of compliance with such practices and procedures)
followed by KMS Financial Services, Inc. that we considered relevant
to the objectives stated in Rule 17a-5(g) in making the pericdic
computations of aggregate indebtedness (or aggregate debits) and net
capital under Rule 17a-3(a) (11) and the procedures for determining
compliance with the exemptive provisions of Rule 15c3-3.

Because the Company does not carry securities accounts for customers
or perform custodial functions relating to customer securities, we
did not review the practices and procedures followed by the Company
in any of the following:

1. Making the quarterly securities examinations, counts,
verifications and comparisons.

2. Recordation of differences required by Rule 17a-13.

3. Complying with the requirements for prompt payment for

securities under Section 8 of Federal Reserve Regulation T
of the Board of Governors of the Federal Reserve System.
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL
CONTROL REQUIRED BY RULE 17a-5 OF THE
SECURITIES AND EXCHANGE COMMISSION

{(Continued)

The management of the Company is responsible for establishing and
maintaining internal control and the practices and procedures
referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required
to assess the expected benefits and related costs of controls and of
the practices and procedures referred to in the preceding paragraph
and to assess whether those practices and procedures can be expected
to achieve the Commission's above-mentioned objectives. Two of the
objectives of internal control and the practices and procedures are
to provide management with reasonable, but not absolute assurance
that assets for which the Company has responsibility are safeguarded
against loss from unauthorized use or disposition and that
transactions are executed in accordance with management's
authorization and recorded properly to permit preparation of
financial statements in conformity with generally accepted
accounting principles. Rule 17a-5(g) lists additional objectives of
the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices
and procedures referred to above, error or fraud may occur and not
be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate
because of changes in conditions or that the effectiveness of their
design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose
all matters in internal control that might be material weaknesses
under standards established by the American Institute of Certified
Public Accountants. A material weakness is a condition in which the
design or operation of the specific internal control components does
not reduce to a relatively low level the risk that error or fraud in
amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their
assigned functions. However, we noted no matters involving internal
control that we consider to be material weaknesses as defined above.
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INDEPENDENT AUDITQOR'S REPORT ON INTERNAL
CONTROL REQUIRED BY RULE 17a-5 QOF THE
SECURITIES AND EXCHANGE COMMISSION

(Continued)

We understand that practices and procedures that accomplish the
objectives referred to in the second paragraph of this report are
considered by the Commission to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related
regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a
material inadequacy for such purposes. Based on this understanding
and on our study, we believe that the Company's practices and
procedures were adequate at December 31, 2007, to meet the
Commission's objectives.

This report is intended solely for the information and use of the
Board of Directors, management, the Securities and Exchange
Commission, the National Association of Securities Dealers, Inc. and
other regulatory agencies that rely on Rule 17a-5(g) under the
Securities Exchange Act of 1934 in their regulation of registered
brokers and dealers, and is not intended to be and should not be
used by anyone other than these specified parties.

+ (Mo ity

Seattle, Washington

February 25, 2008

END



